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Abstract
This research was conducted to find out how the size of the Public Accounting Firm
(KAP), leverage, and corporate governance affect the integrity of financial statements of
companies listed in the Indonesia Stock Exchange (IDX) and indexed in the Corporate
Governance Perception Index (CGPI). The research covers a period of 5 years’ data
observation (2012–2016). The effect of KAP size, leverage, and corporate governance
were tested by applying panel data regression analysis. The result shows that leverage
has a negative significant effect on the integrity of financial statements. However, the
size of KAP and corporate governance have no significant effect on the integrity of
financial statements.
Keywords: size of KAP, leverage, corporate governance, integrity of financial statement,
corporate governance perception index
1. Introduction
The increasing development of advanced technology such as the internet, the develop-
ment of systems and the use of websites in businesses has strongly benefited share-
holders as well as stakeholders to have an open access to information of the company’s
financial statements. Financial statement has a very important role in the process of
measuring and evaluating the performance of a company. The Indonesian Institute of
Accountants (2017) stated in the Financial Reporting Conceptual Framework (KKPK) in
the Statement of Financial Accounting Standards (PSAK) that the purpose of the financial
statements is to provide financial information about reporting entities that are useful
for current investors and potential investors, lenders, creditors and others in making
decisions process. Given the importance of financial statements for stakeholders, the
financial statements must be reliable. However, in many cases show that company’s
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financial statements prepared do not actually reflect the actual conditions of companies.
This can be seen from the emergence of various cases of accounting fraud. The occur-
rence of irregularities in financial statements triggers an indication of financial report
manipulation. It means that it is possibile that companies with good reputation in the
industry may involved in cases of financial statement fraud. Therefore, this research is
done to study further the integrity of financial statements of companies listed in IDX dan
provide the empirical evidence on the integrity of financial statements that is measured
by conservatism approach using the accrual size approach. The purpose of this research
is to find out the effect of the size of the Public Accounting Firm (KAP), leverage, and
corporate governance on the integrity of financial statements.
2. Theoritical Review and Hipotheses Development
2.1. Agency theory
Agency Theory refers to agency relations between the owner (principal) who gives
the mandate to the management (agent). Jensen and Meckling (1976) describe agency
relationships as ”agency relationships as a contract under which one or more people
(the principals) engage another person (the agent) to perform some service on their
behalf ”. Which means that the agency relationship is a contract whereby one or more
people (principals) order another person (agent) to carry out a service on behalf of the
principal and authorize the agent to make the best decision for the principal.
2.2. The integrity of financial statement
Kieso (2011) stated that the statement of financial accounting concept (SFAC) No. 2 on
qualitatitve characteristic of accounting information stated that there are two primary
qualities in a financial statement which are relevance and reliability. Thus, the integrity
of financial statements is an accounting information that can be relied upon with an
honest, precise and impartial presentation to enable users of accounting information
to depend on the information and have the ability to influence the decisions of users
of financial statements to make decisions. Intuitively, the measurement of the integrity
of financial statements is divided into two ways, namely through conservatism and the
existence of financial statement manipulation which is generally measured by earnings
management (Mayangsari, 2003; Rozania, et al 2013). In this study, the measurement of
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the integrity of the company’s financial statements applies the conservatism measure-
ments. Conservatism in the Statement of Concepts No. 2 FASB is defined as the principle
of prudence in responding to uncertainty by ensuring that business uncertainty and risk
are adequately considered. ”A prudent reaction to uncertainty to try to ensure that uncer-
tainties and risks inherent in business situations are adequately considered ”. Account-
ing conservatism is considered as reaction that shows caution in anticipating future
uncertainty. Beaver and Ryan (2000) applies models that shows if the market to book
value is higher, the company is declared to be more conservative, which means that the
company has more integrity. This study refers to Nurdiniah and Pradika (2017) which also
measure the integrity of financial statements with the conservatismmodel developed by
Beaver and Ryan (2000).
2.3. The size of public accounting firm (KAP)
KAPs can be divided into large-scale and small-scale of KAPs (Table 1). DeAngelo (1981)
stated that large-scale auditors have more incentives to avoid reputation damage than
small-scale auditors. Large-scale auditors also tend to reveal existing problems in com-
pany’s financial statements because they aremore powerful in facing litigation risks. Cur-
rently many Indonesian KAPs have cooperated with Foreign KAP or Foreign Accountant
Organizations as listed in the Institute of Indonesian Public Accountants directory. The
existence of such international cooperation for Indonesian KAP can have a direct effect
on audit quality because of the transfer of knowledge and as a result f the well-kown
reputdation. The size of the KAP, the type of client, and the type of international relations
will form the characteristics of the work environment for each KAP group, so that it will
affect audit quality.
Table 1: Number of small, medium, and large KAP in the last five years. (Source: Mustofa, 2014.)
2010 2011 2012 2013 2014
Large KAP (>= 10 partners) 4 6 8 10 10
Medium KAP (4 – 9 partners) 20 24 25 30 36
Small KAP (1 – 3 partners) 478 474 442 449 427
2.4. Leverage
Leverage is the proportion of total debt used to provide an overview of the capital struc-
ture of the company so that it can be seen the level of risk of uncollectible debt. Lever-
age shows the proportion of funding companies that are financed by debt. The higher
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the leverage of a company means the higher the dependence of the company to its
creditors. This is consistent with agency theory, namely the agency relationship between
the principal and the agent. The companywill try to provide a large information about the
condition of the company for the understanding of the creditors for credit decision mak-
ing process. Fajaryani (2015) stated that the existence of debt is measured by financial
ratios, namely leverage. Companies with a high level of leverage will negatively affect
the level of integrity of financial statements due to increased risk associated with debt
agreements.
2.5. Corporate governance
Corporate Governance is the system of controls, regulations, and incentives designed
to prevent fraud (Berk and DeMarzo, 2011). Corporate governance is a system that is
the basis of a process, a mechanism in managing a company that is good based on
regulations, legislation and ethics trying to create trust in the company by creating a
healthy business climate that can increase the company’s added value in the long term
as well as accountability to stakeholders interests (stakeholders) (Putri and Ulupui, 2017:
4). The Corporate Governance Perception Index (CGPI) is a research program that rank
the implementation of good corporate governance (GCG) in companies in Indonesia
through certain design of research. It encourages companies to improve the quality of
the implementation of corporate governance (CG) concepts by conducting evaluation
and benchmarking as a continuous improvement effort CGPI has been organized by
IICG in collaboration with SWA Magazine as a regular annual program since 2001 as
a form of appreciation for the initiative and company’s efforts to realize an ethical and
dignified business.
3. Theoretical Framework
Based on the conceptual description and the results of several relevant previous studies,
the thinking framework of this research can be described as follows:
The Agency Theory explains that financial statements should be presented reliably
and relevant so that they can be useful in decision making especially for stakehold-
ers. The integrity of the financial statements will reflect the integrity of the company’s
management, so that it will improve stakeholders’ trust on the company’s capabilities
and the company’s future performance. The existence of auditors who audit com-
pany reports will make the financial statements have a quality that can be accounted
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Figure 1: Theoretical Framework. (Source: Researchers, 2018.)
for. Agency theory states that there is a separation between principals as owners
and agents as managers who run the company, there will be agency conflicts. This
is because, each party will always try to maximize its utility functions for the benefit
of each individual, so this raises the motive of the manager to commit accounting
fraud through manipulation of financial statements so that the information shown in
the financial statements regarding the condition of the company still looks good and
interesting. Because the emergence of agency conflicts from the different interests of
each individual between the principal and the agent will lead to a decline in the integrity
of the company’s financial statements because the information presented is not reliable
anymore.
3.1. The onfluence of the size of KAP on the integrity of
financial statement
To increase the confidence of users of financial statements on the credibility of financial
statement, it must be complemented with an independent audit report issued by the
Public Accounting Firm (KAP). Therefore, company’s financial statement must be audited
by auditors with strong competence and independence. It is necessary to provide assur-
ance that the financial statements are free from material misstatement and integrity
that can be accounted for. Nurdiniah and Pradika (2017) showed that there is positive
significant effect of KAP reputation on the integrity of financial statements.
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3.2. The influence of leverage on the integrity of
financial statement
Fajaryani (2015) said that leverage ratio is the ratio used tomeasure the extent to which a
company’s assets are financed by debt. Companies that have a high level of leveragewill
show that the company has too high financial risk. This is because the company is
experiencing financial difficulties that can be seen how much debt is used to finance
company activities. This is what will make the company to disclose more information far
from companies with a low level of leverage. But the risks faced by investors will increase
so they will demand to get great returns on their investment. This condition is feared to
trigger management to do window dressing on financial statements so that integrity
is weak. In the study Fajaryani (2015) showed that leverage has a significant influence
on the negative direction of the integrity of financial statements, which means that the
greater the leverage of the company, the lower the value of financial report integrity, the
results of Fajaryani (2015).
3.3. The influence of corporate governance on
the integrity of financial statement
Gayatri and Suputra (2013) stated that the implementation of good corporate gover-
nance will prevent companies from agency conflicts. Jason & Meckling (1976) stated
that there are two forms of agency relationships, which are the relationship between
managers and shareholders and the relationship between the manager and the bond-
holders. The Corporate GovernancePerception Index (CGPI) lists trusted companies
that implement corporate governance. It ranks companies from the top to the bottom
rank. The higher the rating of the company means that the higher the level of trust value.
It shows positive signal for the company which can increase investor confidence in the
company dan can affect the value of the company’s equity. According to Wdiatmoko,
et al (2017), CGPI has a positive significant effect on the integrity of financial statements.
4. Research Methods
This study uses a quantitative method using panel data analysis method, as it comprises
of several companies (cross section) in several period (time series). Data that has been
collected and collected will be processed using Econometric Views (E-Views) version 9
and theories to provide an overview of the object under study and conclusions drawn
from the results obtained.
DOI 10.18502/kss.v3i11.4053 Page 825
3rd ICEEBA
4.1. Population and sample
The population in this study are all companies listed on the Indonesia Stock Exchange
(IDX) and indexed in the Corporate Governance Perception Index (CGPI) during the
period 2012-2016. Data is collected from financial statements obtained from the web-
site www.idx.co.id. The CGPI report are obtained from the Indonesian Institute for Cor-
porate Governance (CGPI). This research period includes data in 2012-2016 to reflect
current conditions. The sampling technique applied is purposive sampling using these
following criteria:
1. Companies listed on the Indonesia Stock Exchange (IDX), respectively and par-
ticipated in the Corporate Governanace Perception Index (CGPI) program for the
period 2012-2016.
2. Companies that publish audited financial statements for the period 2012-2016.
3. Financial reports are published in rupiah and have all information needed in this
research.
The data used in this study are secondary data in the form of financial position reports,
income statements, Corporate Governance Perception Index (CGPI) reports, and Direc-
tory of Public Accountants and Public Accountants. Secondary data is data obtained
through media intermediaries and this data can generally be directly obtained because
it is available in the form of books, records, and published archives. The sources of data
in this study are as follows:
4.2. Operationalization of research variables
4.2.1. Dependent variables (The integrity of financial statement)
The integrity of financial statements is reliable information in a form of an honest, precise
and impartial presentation to be used by user of accounting information in decision mak-
ing process. This study measures the integrity of financial statements using the market
to book ratio value developed by Beaver and Ryan (2000) that said that when themarket
to book ratio is low, the financial statement will be classified as conservative, and vice
versa. The formula to calculate market to book value is as follows:
Market to book (MTB) ratio = Market value of common equity
Book value equity
Market value of common equity: common stock market value at the closing price at the
end of the year.
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Book value equity: total equity divided by the ordinary shares outstanding.
4.2.2. Independent variables
4.3. Size of public accounting firm (KAP)
The Public Accounting Firm (KAP) is a business entity that has obtained permission
from the Minister as a forum for Public Accountants in providing their services, can be
in the form of a business entity or civil partnership. The size of KAP is the differenti-
ation of KAP into large-scale KAP and small-sized KAP. The existence of this public
accountant service is needed to provide assurance that the financial statements are
free from material misstatement. The size of the KAP is measured by dividing number
of clients with number of professionals (partners and staff) which was also applied by
Colbert, et al, 1999 in Sarwoko, 2014. This study specifically uses number of partners of
Public Accounting Firms (KAP) during the research year.
Table 2: Corporate Governance Perception Index (CGPI) Rating. (Source: The Indonesian Institute for
Corporate Governance (IICG).)
Score Category
85 - 100 Most Trusted
70 - 84 Trusted
55 - 69 Fairly Trusted
4.4. Leverage
Leverage is the proportion of total debt to the average shareholder equity. This ratio is
used to provide an overview of the capital structure of the company which will show the
level of risk of uncollectible debt. Leverage shows the proportion of funding companies
that are financed by debt. The higher the leverage of a company means the higher the
dependence of the company to its creditors. Therefore, companies with a high level
of leverage will tend to report high profits in order to reduce the likelihood of companies
in violating debt agreements. Leverage of a company can be measured in two ways,
namely: debt ratio and debt to equity ratio. Debt ratio measures the total amount of
assets financed by the company’s creditors. The debt ratio (debt ratio) to measure the
percentage of fund assets provided by creditors. This study calculates Leverage using
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Levit: leverage company i in year t.
Dit: total debt of company i in year t.
Ait: total assets of company i in year t.
4.5. Corporate governance
Corporate Governance is a system that directs and controls the company to ensure
that the entity is managed appropriately for the benefit of the owner who is not in the
company and reports the economic condition and performance of the entity appropri-
ately Gayatri and Suputra (2013). Therefore, if the better the corporate governance in
a company, the integrity of financial statements will most likely be achieved. In this
study using the announcement of corporate governance ratings based on Corporate
Governance Index (CGPI). The index is an assessment research which is made to assess
the application of the corporate governance in certain companies. This measurement
has 4 assessment indicators with a weighted percentages that have been determined by
the Indonesian Institute for Corporate Governance (IICG) namely self assessment (0.25),
completeness of documents (0.23), preparation of papers and presentations (0.17) and
observation to the company (0.35). The assessment weight are used as a reference to
determine the ranking of the company with the highest score up to the lowest score. The
ranking is classified into 3 categories, which are explained in the Table 2 below.
4.6. Hypothesis testing
In conducting testing, researchers used the best model selection test, classic assump-
tion test, panel data regression analysis, and hypothesis testing. The results of the tests
are as follows:
4.6.1. Best model selection test
The selection test of the best model has three regression models namely the common
effect model, the fixed effect model, and the random effect model used to determine
the suitable regression model in testing this research hypothesis. Determining the best
model is done by applying the Redundant test and the Hausman test using Eviews 9.
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4.6.2. The redudant test
Redundant test is used to choose between common effect models and fixed effect
models. To do the Redundant test, use the test criteria if the probability > 0.05, the com-
mon effect model is chosen, but if the probability < 0.05 then the fixed effect model is
selected. The results of the Redundant test testing are shown in Table 3 as follows:
Table 3: Redudant test results. (Source: EViews 9, data processed 2018.)
 Redundant Fixed Effects Tests   
Equation: Untitled   
Test cross-section fixed effects  
     
     Effects Test Statistic   d.f.  Prob.  
     
     Cross-section F 4.567984 (8,32) 0.0009 
Cross-section Chi-square 33.516476 8 0.0000 
     
Redundant test results shown in Table 3, it is known that the results of the Redun-
dant test, namely Cross-section Chi-square of 0.0000 is smaller than 0.05 or p-value of
0.0000 is smaller than 0.05. Then Ha was accepted so that the fixed effect model was
chosen, then continuedwith the Hausman test to select the fixed effect model or random
effect model as a suitable regression model.
4.6.3. The Hausman test
The Hausman test is used to choose between the fixed effect model and the random
effect model. In conducting the Hausman test using criteria if the probability ≥ 0.05,
the random effect model is chosen but if the probability is <0.05 then the fixed effect
model. The test results of the Hausman test are shown in table 4 as follows:
Table 4: Hausman test results. (Source: EViews 9, data processed 2018.)
 Correlated Random Effects - Hausman Test  
Equation: Untitled   
Test cross-section random effects  
     
     
Test Summary 
Chi-Sq. 
Statistic Chi-Sq. d.f. Prob.  
     
     Cross-section random 13.109071 3 0.0044 
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The results of the Hausman test shown in Table 4, it is known that the results of
the Hausman test are random cross-section of 0.0044 smaller than 0.05. Then Ha is
accepted so that the fixed effect model is chosen as the best regression model to use.
4.7. The classical assumption test
4.7.1. The normality test
The normality test is done to test whether the independent variables and the dependent
variables are normally distributed or not. Normality testing in this study uses the jarque-
bera test which has a probability value of two degrees of freedom. If the probability
of the test results is more than 0.05 then the data can be concluded normally dis-
tributed. However, the test results are less than 0.05, therefore, it concludes that the
data is not normally distributed. The results of the normality test in this study are shown
in Figure 2 as follows:
Figure 2: Normallity test result. (Source: EViews 9, data processed 2018.)
Based on the results of the normality test shown in Figure 2, it can be seen that the
probability value is greater than 0.05. it shows that with a results of the probability value
of 0.516966> 0.05, it can be concluded that the data is normally distributed.
4.7.2. The multicollinearity test
Multicollinearity test was conducted to test whether the regression model found corre-
lation between independent variables. Multicollinearity testing in this study uses obser-
vations on the value of Pearson Correlation. If Pearson Correlation has a coefficient
value. Multicollinearity test results in this study can be seen in table 5 as follows:
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Table 5: Multicollinearity test results. (Source: EViews 9, data processed 2018.)
KAP_SIZE LEV CG
KAP_SIZE 1,000000 -0,321029 -0,077786
LEV -0,321029 1.000000 0.413371
CG -0,077786 0.413371 1.000000
The test results in table 5 shows that the value of each between variables is smaller
than 0.89. It can be seen that there is no correlation coefficient value greater than 0.89.
Therefore, according to Pearson Correlation testing criteria, it can be concluded that the
model in this study is free from multicollinearity.
4.7.3. The autocorrelation test
Autocorrelation test aims to test whether the linear regression model contains correla-
tion between confounding errors in period t with confounding errors in period t-1 (pre-
vious period). This study uses the Durbin-Watson test to test whether there is auto-
correlation. Determination of autocorrelation is observed from the value d. The value
d which is located between dU and 4-dU is concluded that in the model there is no
autocorrelation. A value of d smaller than dL or greater than 4-dU concludes that in the
model there is autocorrelation. The results of autocorrelation testing in this study can be
seen in table 6 as follows:
Table 6: Autocorrelation test. (Source: EViews 9, data processed 2018.)
     
     R-squared 0.617694    Mean dependent var 1.806136 
Adjusted R-squared 0.486277    S.D. dependent var 1.031824 
S.E. of regression 0.739555    Akaike info criterion 2.461465 
Sum squared resid 17.50213    Schwarz criterion 2.948062 
Log likelihood -42.15222    Hannan-Quinn criter. 2.641918 
F-statistic 4.700238    Durbin-Watson stat 2.220848 
Prob(F-statistic) 0.000286    
     
     
The autocorrelation test results shown by table 6 show the Durbin-Watson value of
2.220848. In this study, it is known that the dU and 4-dU values are 1.6647 and 2.3353,
so that dU<d<4-dU or 1.6647<2.110501<2.3353, so it can be concluded that themodel
does not experience autocorrelation problems.
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4.7.4. The heterocedasticity test
Heterocedasticity test is done to test whether in the model there is a variance inequal-
ity from residual one observation to another observation. Heterocedasticity testing in
this study was carried out by Glejser test by regressing absolute residual values with
independent variables and judging from the results of statistical p for each independent
variable. If the independent statistic p value exceeds the significance level of 0.05, then
it is free from heteroscedasticity. The results of the Glejser test are in table 7 below.
Table 7: Heterocedasticity test results. (Source: EViews 9, data processed 2018.)
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     KAP_SIZE -0.016875 0.012490 -1.351087 0.1861 
LEV -0.645459 0.678394 -0.951451 0.3485 
CG -1.870730 3.059540 -0.611442 0.5452 
C 2.908204 2.608371 1.114950 0.2732 
     
     
The heterocedasticity test results shown in table 7 show the significance value of each
variable is greater than 0.05, so it can be concluded that the model in this study is free
from heteroscedasticity.
4.8. Panel data regression analysis
Regression analysis in this study was conducted to determine whether the relation-
ship between a dependent variable and the independent variables in the regression
model. After selecting the best model is the fixed effect, then the results of the panel
data regression analysis equation model can be formed which is after doing regression
analysis. The regression results in this study are shown in table 8 as follows:
Table 8: Regression results of fixed effect model. (Source: EViews 9, data processed 2018.)
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     KAP_SIZE -0.023760 0.026644 -0.891768 0.3792 
LEV -4.824194 1.447118 -3.333656 0.0022 
CG 10.39023 6.526467 1.592014 0.1212 
C -3.354543 5.564056 -0.602895 0.5508 
     
Based on the regression results above, the panel data regression regression equation
used in this study is as follows:
INTGLK = –3.354543 –- 0.023760KAP_SIZE –- 4.824194LEV + 10.39023CG + 𝜖
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Testing the significance of individual parameters (Statistical Test t) is done to see the
effect of individual independent variables on the dependent variable. This test is done
through probability values. If the probability value is ≤ 0.05, it can be concluded that
the independent variable has a significant effect on the dependent variable. However, if
the probability value is > 0.05, the independent variable has no significant effect on the
dependent variable. In addition to the probability value, the effect of the independent
variable on the dependent variable can be seen through the value of t. this test is done
by comparing t count and t table values. if the value of t count > t table, it can be
concluded that the independent variable significantly affects the dependent variable.
Conversely, if the value of t arithmetic <t table, then the independent variable can be
stated not to affect the dependent variable significantly. With a df value of 40 and a
significance of 0.05, the t table values are 2.02108 for two tail and for 1.68385 one tail.
With this testing criterion is if (t count > t table) or (p-value <0.05) the independent
variable influences the dependent variable. The results of the t-test in this study can be
seen through table 9 as follows:
Table 9: (Source: EViews 9, data processed 2018.)
      Variable Coefficient Std. Error t-Statistic Prob.   
     
     KAP_SIZE -0.023760 0.026644 -0.891768 0.3792 
LEV -4.824194 1.447118 -3.333656 0.0022 
CG 10.39023 6.526467 1.592014 0.1212 
C -3.354543 5.564056 -0.602895 0.5508 
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5.2. Goodness of fit model test (F-test)
Statistical test F is done to test the feasibility of the model. This test identifies the regres-
sion model that is estimated to be feasible to use in explaining the influence of indepen-
dent variables on the dependent variable. It is done using the F-statistic Comparison
(F arithmetic) criteria with F table and based on probability (ρ). With a df value of 40 and
a significance of 0.05, the Ftable value is 2.84. The measurement hypothesis is based
on the comparison of the F-statistic value (F count) to the F table value as follows:
Table 10: T-test results. (Source: EViews 9, data processed 2018.)
      
     R-squared 0.617694    Mean dependent var 1.806136 
Adjusted R-squared 0.486277    S.D. dependent var 1.031824 
S.E. of regression 0.739555    Akaike info criterion 2.461465 
Sum squared resid 17.50213    Schwarz criterion 2.948062 
Log likelihood -42.15222    Hannan-Quinn criter. 2.641918 
F-statistic 4.700238    Durbin-Watson stat 2.220848 
Prob(F-statistic) 0.000286    
     
     
Statistical test in this study resulted in a calculated F value of 4.700238 with a sig-
nificance level of 0.000286. This shows that the calculated F is greater than F table
(4.700238 > 2.84) with a significance value (0.000286 <0.05). The conclusion taken
from the Statistical Test F is a regression model worthy to be used in explaining the
relationship between independent variables and dependent variables.
5.3. Coefficient of determination
The coefficient of determination (R2) was used to test the ability of the model to explain
variations in the dependent variable. Testing the coefficient of determination (R2) was
performed usingAdjusted R-Squared on the regression equation. Adjusted R-Squared reflects
how much changes in the dependent variable can be determined by changes in inde-
pendent variables. The coefficient of determination is between zero and one. The test
results of the coefficient of determination in this study are shown in table 11 below.
Based on the results of the R2 determination test shown in table IV.10 shows the
adjusted R square value of 0.486277. This means that the ability of independent vari-
ables in explaining the dependent variable is 0.486277. While 0.531723 is explained
by other factors outside of regression. Other factors that might affect the dependent
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Table 11: The coefficient determination (R2) test results. (Source: EViews 9, data processed 2018.)
     
     R-squared 0.617694    Mean dependent var 1.806136 
Adjusted R-squared 0.486277    S.D. dependent var 1.031824 
S.E. of regression 0.739555    Akaike info criterion 2.461465 
Sum squared resid 17.50213    Schwarz criterion 2.948062 
Log likelihood -42.15222    Hannan-Quinn criter. 2.641918 
F-statistic 4.700238    Durbin-Watson stat 2.220848 
Prob(F-statistic) 0.000286    
     
     
variable and not examined in this study include other elements of corporate gover-
nance such as the presence of foreign directors, the board of commissioners in terms of
their existence, composition, and independence, ownership structure, external auditor
independence, industry specialization auditor, auditor change.
6. Research Discussion
The discussion each testing variable is explained as follows:
6.1. The influence of the size of public accounting firm (KAP) on the
integrity of financial statement
The first hypothesis in this study is that the Size of KAP affects the Integrity of Financial
Statements. Based on the results of the t test shown in table IV.9 above, KAP size has
a t-count of -0.891768 with a significance level of 0.3792. The results of this test show
that the t count value is smaller than t table (-0.891768 <-2.02108). If the significance
is smaller or equal to 0.05 (≤ 0.05) then the hypothesis is accepted. The results of
this test show a significance value of 0.3792> 0.05; it can be concluded that the first
hypothesis of the research (H1) is rejected. Based on agency theory, there is a separation
between the principal as the owner and agent as the manager who runs the company,
the agency conflict will arise. Therefore, to improve the integrity of financial statements,
an examination of financial statements is required by an independent-external party,
namely the auditor from the Public Accounting Firm (KAP). The results of statistical tests
based on the t test presented in table V.1 show that the size of KAP (KAP_SIZE) has no
significant effect on the integrity of financial statements. This is indicated by the KAP
size significance value of 0.3792.
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This study has not been able to prove that the size of KAP influences the integrity of
financial statements. This is because the measurement using the number of partners in
a KAP has not been able to reflect or represent the size of KAP so that it affects the
integrity of financial statements. Based on this research data, the auditors are mostly
from Large KAP with more than 10 partners. In the concept of large KAP with more than
ten partners, management control functions will be better. In some KAPs, there is specific
partners who responsible for internal training and research to ensure the quality of the
audit which will relate to the integrity of financial statement of their clients.
Mustofa (2014: 313-314) said that when KAPs have many partners but display tradi-
tional way of working, then the KAPs cannot be called as big KAPs. The research data
shows larger number of partners does not necessarily have larger number of clients The
data in the sample shows that there were 0.11 of companies audited by KAP Siddharta
& Widjaja, 0.33 were audited by KAP Tanudiredja, Wibisana & Rekan, and 0.55 of the
companies were audited by KAP Purwantono, Suherman & Surja. The data shows that
KAP Tanudiredja, Wibisana & Rekan which has larger number of partners in 2012-2016
only comprise of 0.33 of the total sample companies as their audit clients. Moreover,
KAP Purwantono, Suherman & Surja with lesser number of partners posses 0.55 of total
sample companies as their audit clients. The results of this study are in line with the
research of Qoyyimah, et al (2015), explaining that Standards of profesionnal work of
public accountant (SPAP) will be carried out when auditing financial statements. More-
over, level of integrity of financial statements should be a primary responsibility of man-
agement.
6.2. The influence of the size of leverage on the integrity of
financial statement
The second hypothesis in this study is that leverage affects the integrity of financial
statements. Based on the results of the t test shown in table 4.9 above, leverage has
a t count of -3.333656 with a significance level of 0.0022. The results of this test show
that the calculated t value is greater than t table (-3,333656> -2,02108). The results
of this test show a significance value of 0.0022 <0.05; it can be concluded that the
second hypothesis of the research is accepted. The results of statistical tests based on
the t test presented in table V.1 show that leverage (LEV) has a strong negative and
significant effect on the integrity of financial statements. Leverage is the ratio used to
measure the extent to which a company’s assets are financed by debt. Companies that
have a high level of leverage will show that the company also has high financial risk.
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This is because the company is experiencing financial difficulties that can be seen how
much debt is used to finance company activities. The data shows that 0.4772 of sample
companies with lower leverage relate to higher level of integrity. With the adjusted R
square of 0.4862, it can be concluded that leverage is strong factors that can contribute
to the lower level integrity of financial statement. The results of this study supports
Fajaryani (2015) and Gayatri and Suputra (2013) who also prove that leverage affect the
integrity of financial statements
6.3. The influence of the size of corporate governance on
the integrity of financial statement
The third hypothesis is corporate governance affects the integrity of financial state-
ments. Based on the T-test results in table 4.9. above, corporate governance has T-
value of 1.592014 with a significance level of 0.1212. The results of this test show that
the t count value is smaller than t table (1,592014 <2,02108). Then it can be concluded
that the third hypothesis is rejected, that corporate governance (CG) does not signifi-
cantly affect the integrity of financial statements. Corporate governance is a system that
directs and controls companies to ensure that entities are managed appropriately for
the interests of owners who are not in the company and report the economic conditions
and performance of the entity appropriately. However, this study has not been able to
prove that the assessment assessment by IICG has a significant effect on the integrity
of the company’s financial statements. The CG scores in this study uses the CGPI index.
There are 13 aspects that contribute to the total score. However, of those 13 aspects,
no specific financial aspect is being taken into consideration. This explain why in this
study CGPI index does not affect the integrity of financial statement. There are financial
aspects that can relate to the integrity of financial statement. This research result support
Qoyyimah, et al (2015) which also proves that corporate governance does not have a
significant effect on the integrity of the company’s financial statements.
7. Conclusion and Reccomendation
The size of KAP and corporate governance do not have significant effect on the integrity
of the financial statements. The quality of audit is strongly based on application of profes-
sional standards not based on the size of KAP. Also, in there are other aspects of CG that
affect the integrity of financial statement that yet covered in the CGPI index. The study
shows that Leverage strongly affect the integrity of the company’s financial statements.
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It means the larger assets being financed by debt will negatively affect the integrity of
financial statements. Therefore, it is recommended for companies to carefully consider
the amount of debt of the company since it might affect the integrity of the financial
statements which might also further affect the value of the company.
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